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Risk Management Bulletin

Common Reporting Errorson Schedule CMR

And How to Avoid Them

The Office Of Thrift Supervision's
(OTS) Net Portfolio Value Model
can provide significant insight into
how well thrift executives are man-
aging interest rate risk, provided
they accurately report their institu-
tion’s exposures on Schedule CMR.
Our experience suggests this does
not always occur.

Provided below are some of the
most common reporting errors that
institutions make when filing
Schedule CMR and a discussion of
how these errors can be avoided.

1. Failing to accurately self-
report the value of borrow-
ings and securities with em-
bedded options. If you have
structured borrowings such as
putable and callable FHLB ad-
vances or complex securities
with embedded options, such as
CMOs, calable Agency bonds
and certain trust-preferred se-
curities, the market value esti-
mates of these instruments
must be self-reported in the
supplemental Reporting of
Market Value Estimates sec-
tion. Fill out this section of the

schedule carefully. Typo-
graphical errors and missing
values are by far the most com-
mon errors made on Schedule
CMR. Also, make sure the
numbers you report make
sense.  For instance, are the
values going in the right direc-
tion?

Failing to accurately distin-
guish between putable and
callable FHLB advances. In
many cases, an institution will
properly recognize the need to
self-report  structured FHLB
advances but in doing so will
use the wrong reporting codes.
A putable advance (code 280)
is one where the Federal Home
Loan Bank has the option to
demand early repayment. A
callable advance (code 282) is
one where your ingtitution has
the option to prepay the bor-
rowing without penalty.

Improperly classifying hy-
brid (3/1, 5/1/ 7/1, 10/1) mort-
gage loans. Report hybrid
mortgage loans with up to five
years remaining until the next

reset (e.g., 3/1 ARMS) as
ARMs (CMR 141-CMR 245).
Hybrid mortgages with more
than five years until the next
reset (e.g., 7/71 ARMs and 10/1
ARMSs) should be reported as
balloons (CMR096-CMR120).
Finally, a 7/1 ARM that is
more than two years old (less
than five years remaining until
reset) should be reported as an
ARM.

Reporting home equity loans
and lines of credit as con-
sumer loans. Open-ended, re-
volving loans and home im-
provement loans secured by a
single-family home (e.g. home
equity loans) should be re-
ported as second mortgage
loans (CMR311-CMR319), not
as consumer loans.

Reporting money market mu-
tual funds as equity securi-
ties.  Money market mutua
funds should be reported as
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“Cash, Non-Interest Earning
Demand Deposits, Overnight
Fed Funds, and Overnight Re-
pos’ (CMR461), not as Equity
Securities (CMR464).

Failing to specify the compo-
sition of mortgagerelated
mutual funds.  Institutions
should use the Supplemental
Reporting for Assets and Li-
abilities form if they have
ARM mutual funds (reported
on CMR464 and CMR584).
This allows you to specify the
asset composition of the mutual
fund.  Otherwise, the NPV
model assumes that the fund
consists of fixed-rate mortgages
and MBS.

Misreporting the maturity of
construction loans-in-process
(LIP). Construction LIP
represents the undisbursed
portion of a construction loan.
When reporting the maturity of
LIP, use the date on which you
expect to receive repayment of
the construction loan. If the
loan is a construction/
permanent loan, use the date on
which the loan will be
converted to permanent status,
not the maturity of the
permanent loan. Keep in mind
that with a construction/
permanent loan, the permanent
phase of the loan should be
reported as a firm commitment
to originate a mortgage loan,
provided you have agreed to a
particular interest rate.

Misreporting the maturity of
available-for-sale mortgages/
securities.  Available-for-sale
mortgages/securities should be

10.

reported based on their con-
tractual maturity (typically
long-term), not their expected
holding period. The price
volatility of a particular loan
or security is not affected by
whether it is held-to-maturity
or avallable-for-sale. If the
thrift has a firm commitment
to sell that security, still report
it based on contractual matur-
ity but also report the commit-
ment under Financial Deriva-
tives and Off-Balance-Sheet
Positions. (The two should es-
sentially cancel each other
out.)

Misreporting the maturity of
floating-rate securities. Re-
port the maturity of floating-
rate securities based on the
next reset date, not the final
maturity, in the appropriate
category (government &
agency, other investment secu-
rities, depending on the is
suer). Institutions may aso
report these securities based
on their contractual maturities
and provide additional infor-
mation regarding their floating
rate features under Supple-
mental Reporting of Assets
and Liabilities, but this ap-
proach is not required and
may not necessarily lead to
more accurate |RR estimates.

Misreporting the coupon
rate on municipal bonds.
When reporting the WAC on
municipal bonds (Other In-
vestment Securities
(CMR479)), use the tax-
equivalent-yield (yield/(1-tax
rate)) rather than the nomina
yield.

11.

12.

13.
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Improperly adjusting for
fallout on optional commit-
ments to originate mort-
gages. Optional commit-
ments to originate mortgage
loans should not be adjusted
for fallout. The NPV model
applies its own falout esti-
mate. (See section 7.B-1 of
The OTS Net Portfolio Value
Model Manual for more in-
formation on thistopic.)

Failing to distinguish be-
tween optional and firm
commitments. Many insti-
tutions fail to distinguish be-
tween optional and firm com-
mitments. If you agree to
originate, purchase or sell a
mortgage loan at a specified
interest rate within a speci-
fied period of time and the
other party cannot walk away
from the commitment with-
out a substantial penaty or
fee, the obligation should be
reported as a firm commit-
ment. If the other party can
walk away without incurring
a penaty the commitment is
optional. Generadly, if an
ingtitution collects a signifi-
cant, non-refundable applica-
tion fee prior to the loan clos-
ing, it's considered a firm
commitment.

Failing to treat commit-
ments made on a best ef-
forts basis as optional com-
mitments. Within the mort-
gage banking industry, many
ingtitutions will agree to pur-
chase or sell mortgages on a
best efforts basis. Best ef-
forts means the holder of the
option incurs no penalty for
electing not to deliver/
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purchase the specified product.
Many institutions improperly
treat these exposures as firm
commitments and manually ad-
just the notional value for fallout.
In actuality, these agreements are
considered optional commit-
ments that must be valued using
an option pricing formula. Op-
tional commitments to purchase
or sell mortgages and MBS
should be reported using codes
3002 through 3076. In reporting
these positions, you must specify
whether you are long or short the
option. If your ingtitution sells
the option, it's considered a short
position. Conversdly, if it has
purchased the option it’s consid-
ered a long position. This is not
as draightforward as it may
seem. For example, if your insti-
tution has agreed to purchase,
from a correspondent lender, a
specified amount of 30-year
mortgages, at a specified price,
over aspecified period of time on
a best efforts basis, your thrift
has actually sold an option. In
other words, your institution has

14.

sold the correspondent lender
the option to deliver the mort-
gages to your thrift if it so
chooses. This exposure should
be reported using code 3074 —
short the option to sell 25-year
or 30-year mortgages. Remem-
ber, optional commitments
should not be adjusted for fall-
out.

Reporting offsetting mort-
gage-banking exposures in
which an institution, on a net
basis, hasnointerest raterisk
exposure. In recent years, sev-
eral ingtitutions have entered
into agreements with unaffili-
ated third parties, where the
third party agrees to accept the
interest rate risk associated with
some or al of the loans in an
ingtitution’s pipeline. A strict
reading of the instructions
would seem to suggest that an
institution should separately
report on Schedule CMR each
particular transaction (e.g., the
loan origination and the loan
sae). In practice, however,

page 3

OTS has been instructing insti-
tutions to refrain from reporting
offsetting mortgage-banking
transactions. In other words, if
an ingtitution has entered into
two separate mortgage banking
transactions that, when taken
together, do not expose the in-
dtitution to any interest rate
risk, neither position should be
reported on Schedule CMR.
Before doing this, however, we
strongly suggest that you check
with your regional capital mar-
kets speciaist.

The Office of Thrift Supervision
will periodically update thislist. In
the meantime, if you are aware of
other problems that we may have
missed or if you want us to clarify
any of the filing instructions, please
feel free to contact your OTS re-
giona capital markets specialist or

send an

to tfr.

instructions@ots.treas.gov.

Northeast Region
Southeast Region
Midwest Region
West Region

Scott Ciardi
Jonathan Jones
Arthur Hogan
Gary Gregson
Mark Flood

Regional Capital Markets Contacts

Neal Moran

Lee Eisenmesser
Bruce Benson
Kurt Kirch

(201) 413-7503
(404) 888-8598
(972) 277-9575
(714) 796-4755

Washington, DC Interest Rate Risk Contacts

(202) 906-6960
(202) 906-5729
(202) 906-6861
(202) 906-7944
(202) 906-6254
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